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To the 
Shareholders: 


On behalf of the Board of Directors we sub- 
mit our Second Annual Report for the year 
ending May 31, 1970. 


We wish to welcome approximately 350 new 
shareholders to our company. These share- 
holders now hold the company’s shares by 
virtue of having exchanged their shares in 
Giant Reef Petroleums Limited. 


The affairs of the company progressed most 
satisfactorily during the past year. Among the 
more significant developments were the private 
placement, reported to you earlier, of 300,000 
shares at $2.25/share which netted the com- 
pany $675,000. These shares were purchased 
by some very prominent world - wide invest- 
ment firms such as N. M. Rothschild & Sons of 
London, England; Anglo American Corporation 
of Canada Ltd. (a member of the deBeers group 
of companies prominent in diamond mining in 
South Africa) ; Jenney Manufacturing Company 
of Boston and the Wachovia Bank of, Winston 
Salem, North Carolina. We are pleased to have 
these firms as shareholders and encouraged by 
their confidence in the company. Another 
major development was the acquisition, via a 
share exchange, of 2,150,501 shares or 65% of 


the outstanding shares of Giant Reef Petrol- 
eums Limited for which the company issued 
from its treasury 573,293 shares. This acqui- 
sition is reflected in the current consolidated 
financial statement. 


Giant Reef Petroleums Limited’s principal 
asset is a 5% working interest in 26,240 acres 
of leases in the Quirk Creek area of Alberta, on 
which to date eight gaswells and two dry holes 
have been drilled. The construction of a gas 
processing plant is in progress and is expected 
to be on stream early in 1971. The plant, to- 
gether with the gathering system, products 
pipeline and two additional development wells 
estimated to cost $18 million, will produce pipe- 
line gas, natural gas liquids and sulphur. Giant 
Reef’s share of the plant costs are being 
financed through a bank loan. We were fortu- 
nate in being able to negotiate this loan at an 
interest rate of only one-half percent over the 
prime rate. Although, the income from the 
sale of the plant production can, at this time, 
only be estimated due to the possible variance 
of the quantity of gas sold to Trans Canada 
Pipelines Ltd. and the uncertainty in the mar- 
keting of sulphur it is expected to be approxi- 
mately $250,000/year. 


Not reflected in the current financial state- 
ment is the purchase of a 15% interest in 
eleven oilwells and two water injection wells in 
the Provost Viking oil field in Alberta. This 
acquisition, for which financing is being ob- 
tained will add approximately $45,000 to the 
company’s cash flow yearly. 


At Worsley, Alberta, the company at no cost 
participated in the drilling of a Devonian (D-3) 
gaswell which encountered substantial gas pay. 
Unfortunately, the offset well was unsuccessful. 
The gaswell will go on production November 1, 
1970. The company has a 10% interest in the 
well until payout, reverting to a 5% interest 
thereafter. 


Negotiations are underway to acquire addi- 
tional gas reserves in the Neptune area which, 


added to the company’s reserves will make the 
building of a gas processing plant feasible pos- 
sibly during 1971. 


The Scurry et al Job Creek well in which 
your company has a 614% carried interest was 
drilled to 9800’ and suspended due to spring 
breakup without reaching its Mississippian or 
Devonian objective. The operator is presently 
evaluating this prospect in order to determine 
the advisability of deepening this well later this 
fall, after freeze up. 


The company continues its exploration activi- 
ties in Alberta’s gas prone Foothills and ob- 
tained a seismic option on 65,000 acres of Pet- 
roleum and Natural Gas rights adjacent to the 
West Jumping Pound field. Four participating 
companies have agreed to share the cost of the 
seismic program. The decision to drill either 
a 10,500’ Mississippian test or a 12,500’ Devon- 
ian test will depend on the result of the seismic 
survey now in progress. It is expected that 
Peyto will retain a 10% interest in this acreage 
spread, free of cost, through the first well. 


A 10% interest was recently purchased in 
2,741 net acres of leases on which a well is 
currently drilling to its Red River objective, 
expected at a depth of 12,900’. The well, known 
as Fort Gilbert Unit No. 1, is located in 
Richland County, Montana. The location is 
offset two and one - half miles Northwest by the 
Hay Creek oil field and a recent oil discovery 
was made two miles Southeast of the prospect. 
Lack of market proration and a price of $3.05 
per barrel, in addition to its geological setting 
and geophysical quality warranted this acqui- 
sition. The well is expected to reach its objec- 
tive around the second week in October 1970. 


We recently operated an unsuccessful 7900’ 
well at Carstairs, Alberta. The cost of this 
venture was paid for by others. 


A farmout was concluded on the company’s 
acreage located at Innisfail, Alberta. The 
farmee is committed to commence and drill, 
free to Peyto, a 8600’ Devonian test prior to 
December 15, 1970, to earn a 50% interest in 
the acreage. 


The company’s 21,120 acre exploration 
permit in the Hackett area of Central Alberta 
which was acquired in February 1970, has re- 
cently been farmed out. The company’s interest 
in this permit is 50%. A Mississippian test 
will be drilled on the block by Sulpetro of 
Canada Ltd. prior to February 1971, at no cost 
to the company. 


Offshore Italy in the Adriatic Sea we have 
recently completed a reconnaissance seismic 
survey on Permit #40. The results are encour- 
aging and the participants are now attempting 
to interest others to drill an offshore well. The 
area is thought to be prospective for natural 
gas. 


In Turkey one of the company’s 100% off- 
shore exploration licenses is under option to 
Canadian Superior Oil Ltd. who must shortly 
decide on either additional seismic work, the 
drilling of a testwell or terminating the option. 


Another 125,000 acre exploration license was 
acquired recently, also located offshore in the 
Black Sea. 


On our acreage offshore Turkey in the 
Mediterranean, which has been farmed out, a 
seismic survey has been completed. 


The company’s applications for three explora- 
tion licenses offshore Nigeria were rejected. 
The Nigerian Government advised that the 
area of our applications were “reserved for the 
use of the people” despite their earlier request 
to submit exploration proposals. 


Your management will continue to select 
prospective areas for exploration and continue 
on its course of having others test its prospects. 
The acquisition of producing properties on 
favorable terms will continue to receive careful 
attention with a view of increasing our income. 


At the forthcoming Annual Meeting it is pro- 
posed that Mr. Haig deB. Farris be elected a 
director of the company. Mr. Farris, a finan- 
cial consultant with the firm of Brown, Farris 
and Jefferson, Vancouver, is a director of Giant 
Reef Petroleums Limited. 


An application for listing the shares of the 
company on the Toronto Stock Exchange has 
been made. At this time we do not have any 
assurance that the application will be success- 
ful. 


The continued interest of our shareholders 
in the affairs of the Company is appreciated by 
the Board of Directors. 


The Annual Meeting will be held on October 
23, 1970, at 10:00 a.m. at the office of the 
Company, 335, 805 Fifth Street S.W., Calgary, 
Alberta. 


W. Wolodarsky, 
President. 


Quirk Creek 


Peyto Oils Ltd., through its 65% owned 
subsidiary Giant Reef Petroleums Limited, 
owns a 5% working interest in 26,240 acres 
in the Quirk Creek area of Alberta. The Quirk 
Creek gas field was discovered in 1967 and 
subsequently 8 gaswells and 2 dry holes were 
drilled. Two additional locations have been 
staked. 


Consulting Reservoir Engineers have esti- 
mated the reserves in the field at 500 billion 
cubic feet of gas, 30 million barrels of liquids 
and 1.8 million tons of sulphur. 


It is hoped that additional gas reserves will 
be found in subsequent development drilling. 
Deeper zones also hold some promise. A well 
located some two miles North of the company’s 
acreage tested gas from a depth of 13,000’ from 


a different zone in the Mississippian formation 
than found productive in the Quirk Creek field 
where production is encountered at approxi- 
mately 6800’. Drilling in this part of the Foot- 
hills is expensive and results unpredictable, as 
evidenced by a recent unsuccessful well in 5-27- 
20-4-WoM. 


In January 1970 construction commenced on 
a gas processing plant designed to process 90 
million cubic feet per day of field gas. The 
plant processes the gas into pipeline gas, liquid 
hydrocarbons such as propane, butane, etc., 
and elemental sulphur. The plant is expected 
to go on stream early in 1971. The plant will 
be connected to the Alberta Gas Trunk Line 
System and the gas sold to Trans Canada Pipe- 
lines Ltd. The liquids will be transported 
through a liquid - products line to Cochrane and 
thence to Edmonton and Eastern Canada. 


Klee 


oro ae 


VALLE 
4 L 


. 3 
2% 
) 
aye oF 
+ : 


Seebe - Ghost, 
Job Creek 
& Quirk Creek 
Prospects 


Alberta’s Foothills continue to be attractive 
for exploration for natural gas. Gas is in short 
supply in the U.S.A. and prices are increasing. 
Although Foothills drilling is expensive, ac- 
cumulations if found tend to be large and 
profitable. 


Our three areas of interest are outlined on 
this page. 


The Seebe- Ghost prospect was acquired 
recently. The Company obtained a seismic 
option encompassing approximately 145 miles 
of seismic coverage. Four companies joined us 
in the seismic program and the team has the 
option to elect to drill the earning well or 
terminate the program. The seismic informa- 
tion obtained so far appears encouraging and it 
is hoped a well will be drilled down to the 
Mississippian (10,500’) or possibly the Devon- 
ian (12,000’) formation early this winter. In 
such event the company will retain a 10% 
carried interest through the testwell and a 10% 
interest in 65,000 acres. 


The Quirk Creek area, also shown on the 
map, is discussed on Page 5. 
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Worsley Area 


In January 1970 the Company caused the 
drilling of a well in Lsd. 6-8-87-9-W6 which 
encountered +150 feet of gas bearing D-3 reef. 


Reserves in this well in which the company was 
carried for a 10% interest are estimated at 19 


billion cubic feet. The well will go on stream 
in November 1970. Unfortunately a follow - up 
in which we shared 5% of the drilling cost 
was abandoned. 


Our studies of this area are continuing which 
might result in additional drilling during 
1970 - 71. 


Innisfail Area 
3714% interest in 1120 acres — farmed out. 


Job Creek Area 


614% interest in 16,600 acres. 


Seebe-Ghost Area 


10% carried interest in 65,000 acres 


Quirk Creek Area 


5% interest in 26,240 acres — 8 gaswells. 


Worsley Area 


5% interest in 5440 acres — 1 gaswell. 


Neptune-Boundary Lake Area 


20% interest in 6400 acres — 2 gaswells. 


Byemoor Area 


90% interest in 21,120 acres — farmed out. 


Carstairs Area 


25% interest in 4480 acres. 


Eureka Area 


13% interest in 400 acres — 4 oilwells. 


Provost Area 


15% interest in 2080 acres — 11 oilwells. 


Alexis, Blackie, Glenevis, 
Red Earth, Parkman 


Royalty interest — 5 oilwells. 
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Neptune Boundary 
Lake Area 


purchase additional reserves in the area to 

A total of 22 billion cubic feet of gas has make this project economically feasible. A 

now been outlined on a block of 6,400 acres in sizable oil pool appears to be developing some 

which we own a 20% interest. These reserves 7 to 10 miles South of our acreage which could 

are insufficient to allow the building of a gas increase additional drilling in the vicinity of 
processing plant. Attempts are being made to our lands. 
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Turkey 


The Company now owns two offshore licenses 
covering 250,000 acres at Trabzon, offshore 
Turkey in the Black Sea. One license was 
optioned out to Superior Oil Company of 
California and Canadian Superior Oil. These 
companies are reviewing our seismic data and 
must shortly decide to renew the option by 
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doing more seismic work. A well must be 
drilled on the block before the optionee earns 
an interest. 


On the offshore Mediterranean 250,000 acre 
block a preliminary seismic survey has been 
completed and the results are encouraging. A 
part of our interest was sold for cash and a 
part interest was farmed out for seismic work. 
Attempts will be made to interest others in 
drilling a well on this block. 


Interest in Turkey’s oil possibilities is in- 
creasing with several major companies entering 
the play. 
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Italy 
one of the blocks. In addition, we also obtained 
Company owns a 10% interest in three off- 25,687 acre block onshore in which our interest 
shore licenses totalling 195,269 acres in the is 10%. Again we are hopeful of having others 
Adriatic. Seismic work has been completed on test this acreage. 


YUGOSLAVIA 


SARDINIA 


CAGLIARI 


PALERMO: 


Peyto Oils Ltd. and Subsidiary Company 


CONSOLIDATED BALANCE SHEET — MAY 31, 1970 


(with comparative figures for 1969) 
ASSETS 


Current assets: 
Cash 
Deposit receipts, including accrued interest (Note 3) 
Accounts receivable ___ 


Non - interest bearing notes receivable from directors, 
payable $5,000 per annum and balance on 
September 1, 1973, net of current portion 


Fixed assets, at cost less depreciation and depletion: 
Developed oil and gas properties and equipment thereon, 
less accumulated depreciation and depletion 
1970 — $8,450; 1969 — $4,862 
Capped gas wells (Note 1) ___ 
Gas plant under construction (Note 3) 
Undeveloped properties 


Other assets: 


Other investments, at cost (no quoted market value) ________ 
FRESE IY LIGNE CLe Dos! Ls menee Lens ee ts rom eS ee te eR Tee ee 
INCOTDOLALIONN COSTS eee rt ee a ME RA OR ee el 


LIABILITIES 


Current liabilities: 


Shareholders’ equity: 
Capital stock (Note 2): 
Shares without nominal or par value. 
Authorized 3,000,000 shares; issued 1970 — 1,753,241 


Smee GES) —— ION OO) Geers oe 
DECI tae ae ener nA BAe Oh y Ceres tt Bs Os Soe 


Commitment and contingency (Note 3) 


Approved on behalf of the Board: 
, Director 


, Director 


See accompanying notes. 


1970 


$8 78.227 
769,786 
9,473 
5,000 
4,131 


866,627 


30,000 


50,959 
1,052,420 
166,653 
40,741 


1,310,773 


14,500 
15,810 
3,798 


34,108 
$2,241,508 


1970 


$ — 
128,824 


128,824 
168,622 


1,975,531 
31,469 


1,944,062 


$2,241,508 


1969 


210,000 
4,887 
5,000 


219,887 


35,000 


43,265 
4,571 
47,836 


297,200 
3,263 


293,937 


306,149 
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Peyto Oils Ltd. and Subsidiary Company 


CONSOLIDATED STATEMENTS OF EARNINGS AND DEFICIT 
Year ended May 31, 1970 (with comparative figures for 1969) 


Revenue: 1970 1969 
OUINSAT OS Rear iso RTC een Ee Ne iar CEU RN CIEE A ie GO eee en an ONT ETI $ 8,654 7,924 
PLO VAISS eo ne uM eUNA. «20k oo Ri te ev RSE CR NN BURNT pe ese Rat 2,305 1,994 
Geolopical and COnsSuleine Lees ees ce oe el eh a Se ee een 11929 7,680 
CSAin On Sale Ob PTOVET TIES o/e~ ee ee toy ae ay IONE ee poe wide 85,409 2,500 
THEETESE Os eee eae CNN LOR Netto RY Ea Rater ties 2 Sn yee et 3Dy (2p 4,762 
COREE ACES: Hit CON IS ie Aaa Ns eR wae tk — 13,774 

144,022 38,634 

Expenses: 

TCAGETODCLALEIO eee ee eee een tes re eee Ue Ea ee 1,907 1,923 
IDV AWA Woy CES) Noell ope telovalanKeraUes) i a 69,259 -— 
Lease rentals on non - producing properties ______________-_- 5,349 884 
Depreciation see Vere 2 eRe tone a Sree isha Spee a We Ae ee 1,025 1,298 
TG DIS CHO TTI GE EEO A Se MIR Se ENROL a Gt Gk LVS Ren NPE 2,562 2,219 
General and administrative expenses (Note 4) ______________ (25 ALS AW 
155,360 21,616 

Netrearnin osy (OSS) ease etree cones eee er sees Gale s33s)) 17,018 

Retained earnings (deficit) at beginning of year ______________- (93:263) 8,725 
( 14,601) 25,743 

PIX DENSESHOMPISSU CRO bas ATES a5 eee en eee eke wus eee sees ool eee ee 16,868 29,006 


DeLiCl HeaKeNnd 10 tev Caiieere eee eden ae ieceee tele ae lens $ 31,469 3,263 
See accompanying notes. 


CONSOLIDATED STATEMENTS OF SOURCE AND APPLICATION OF FUNDS 
Year ended May 31, 1970 (with comparative figures for 1969) 


Source of funds: 1970 1969 
Proceeds on sale of common shares, net of costs of issue ______ $1,661,463 267,994 
ProceedsrOny Sale Oi PLO POT. Ul Spree cere ee mete ear mee Oana ne oe Tene ee 85,409 2,505 
Reduction in notes receivable from directors ________________ 5,000 — 

ARON HEN Daa buaVOls|y olmOnaColsfalyie iyi Nok IRIE See eS es ol a 1,751,872 270,499 


Application of funds: 
To operations: 


INGLICATHIN G'S UlOSS) (tse Rae ae eth el ne rey eye RIP er ee pas ( 11,338) 17,018 
Add non - cash items — net: 
Gainvonksalesorproperviess wen seas cere evi oeie pce ean ( 85,409) ( 2,500) 
IDWAG AVON navel GloNareloyaeolesaIS, uk 69,259 = 
Deprecra tin i 6 7h ie a ee ae ee ce ee gato eR 1,025 1,298 
| Bye) 0} (3 Hey oipreney damn lamin emer al Rahitesiay Seth utile eck Vai AU Ref, «tas ade 2,062 PAPAS 
(902.563) OMG 
Funds applied to (provided from) operations ______ 23,901 (18,095) 
PEUXPeNCITUITES OI Mxed TAGSete Ua ite he a ae eee 116,710 32,977 
Purchase of shares of subsidiary company __________________ 1,003,575 — 
Working capital deficiency of subsidiary at date of acquisition — 51,748 — 
Inorease im other vassetsiei Ua ae oo wi a ee rem san sae aantes 25,810 743 
Increase in notes receivable from directors __._..______________ — 35,000 
Decrease in advances from shareholders _.____...___________ — 1,873 
Total iumds) a pPied t2 20 cee al ahora nce nae tate 1,221,744 52,498 
Increase in Working capitals sary eaten te eae tae mla ie eee $ 530,128 218,001 


See accompanying notes. 
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Peyto Oils Ltd. and Subsidiary Company 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
MAY 31, 1970 


ile 


The consolidated financial statements include the accounts of Peyto Oils Ltd. and its subsid- 
lary company, Giant Reef Petroleums Ltd., except that the consolidated statement of 
earnings and deficit includes only the accounts of Peyto Oils Ltd. as the subsidiary com- 
pany was not acquired until May 31, 1970. 


On May 4, 1970, Peyto Oils Ltd. made an offer to the Canadian shareholders of Giant Reef 
Petroleums Limited to exchange shares without nominal or par value in the capital stock 
of Peyto for shares without nominal or par value in the capital stock of Giant Reef on 
the basis of one share of Peyto for three and three quarter shares of Giant Reef and 
cash for fractional shares. 


Pursuant to the terms of the offer, which expired on June 5, 1970, $403 cash was paid and 
573,241 shares of Peyto were issued or are to be issued, at an ascribed value of $1.75 per 


share, in exchange for 2,150,301 shares of Giant Reef which represent approximately 65 % 
of the issued and outstanding shares of Giant Reef. This transaction has been reflected in 


the accompanying consolidated financial statements as of May 31, 1970. 


The excess of the purchase price of the shares of Giant Reef Petroleums Limited over the 
underlying net book value, at date of acquisition, has, on consolidation, been added to the 
cost of capped gas wells. 


During the year ended May 31, 1970, shares in the capital stock of the company were 
issued as follows: 


Number of 
Shares Consideration Value 
300,000 cash Se Ovo og 
973,241 in exchange for shares of Giant 
Reef Petroleums Limited as 
outlined in Note 1 1,003,172 
873,241 $ 1,678,331 


15 


16 


3. The company has issued to and deposited with certain governments, letters of credit to be 


held as security for the performance of work obligations in respect to exploratory rights. 
The aggregate of such letters of credit amounted to $81,895 at May 31, 1970. The com- 
pany has assigned $100,000 of its deposit receipts as security for the letters of credit. 


The subsidiary company has entered into an agreement for the sale of gas for a twenty-five 
year period subject to its providing the necessary facilities to process and deliver the gas. 
The subsidiary is therefore participating in the construction of a gas processing plant and 
its share of the total estimated costs of construction approximate $870,000 of which $166,- 
653 is reflected in the accompanying consolidated financial statements. 


4. The aggregate direct remuneration paid to directors and senior officers during the year 


amounted to $18,006. 


5. For income tax purposes the companies are entitled to claim drilling, exploration and lease 


acquisition costs and capital cost allowances (depreciation for tax purposes) in amounts 
which may exceed the related depletion and depreciation provisions reflected in their ac- 
counts. For 1970 the companies do not intend to claim excess capital allowance but will 
claim the other specified deductions in an amount sufficient to eliminate taxable income, 
and expenditures remain to be carried forward and applied against future taxable income 
are estimated to be as follows 


Drilling, exploration and lease 
acquisition costs $1,042,000 


Undepreciated capital cost $e 1695277 


Management does not believe that it is appropriate to provide for income taxes deferred as 
a result of claims for drilling, exploration and lease acquisition costs; while the view of 
management conforms with general practice in the oil and gas industry and is accepted by 
accounting authorities outside Canada, it differs from the tax allocation basis of account- 
ing recommended by the Accounting and Auditing Research Committee of The Canadian 
Institute of Chartered Accountants under which the income tax provision is based on 
the income reported in the accounts. 


If the tax allocation basis had been followed for all timing differences between taxable 
income and reported income, deferred income taxes in the current and prior years would 
have been insignificant. 


6. Subsequent to May 31, 1970, the subsidiary company pledged certain properties and produc- 
tion therefrom as security for a bank loan in the amount of $825,000. 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Peyto Oils Ltd. and subsidiary 
company as of May 31, 1970 and the consolidated statements of earnings and deficit and source 
and application of funds for the year then ended. Our examination included a general review of 
the accounting procedures and such tests of accounting records and other supporting evidence as 
considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial po- 
sition of the company and its subsidiary at May 31, 1970 and the results of their operations 
and the source and application of their funds for the year then ended, in accordance with 
generally accepted accounting principles applied on a basis consistent with that of the preceding 


year. 
Calgary, Alberta PEAT, MARWICK, MITCHELL & CO. 
July 23, 1970 Chartered Accountants 
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Photo by W. Wolodarsky 
Drillsite of Scurry et al Job Creek 7-15-41-20-W5thM. 
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Peyto Oils Ltd. recently issued it's audited consolidated 
financial statement for the year ending May 315 1970. 


The year under review was successful as illustrated in the 
following tabulation: 


1970 1967 
Gross Income Sea One 5 30,054 
Net Income (loss) (S82 2121358) Suny 20 Le 
Shares Outstanding 1,753,241 880,000 
Working Capital SmEO OO; Or 7 SOL GG7 
Shareholders Equity $1,944,062 S22 93,957 


At the shareholders meeting held in Calgary on October 23, 1970 
shareholders were advised that the company had made a private placement of 
300,000 of it's common shares which netted the treasury $675,000. During 
the year, the company acquired 65% of the outstanding shares of Giant Reef 
Petroleums Limited. Giant Reef's main asset is a 5% working interest in 
the Quirk Creek field, located 45 miles Southwest of Calgary. A gas pro- 
cessing plant now under construction will process 90 million cubic feet 
of gas daily. 


The Company participated recently in a prolific Red River oil 
discovery in Richland County, Montana. Initial potential of the well is 
4,040 barrels per day and normal daily production will average 1000 BOPD. 


With the Company's properties at Quirk Creek, Worsley, Hamilton 
Lake and Montana coming on stream during 1970-1971 it is estimated that 
the cash flow will approximate $450,000 on an annual basis. 


hes. 7 5,24) outstanding shares of the company will be admitted 


for trading on the Toronto Stock Exchange on November 26, 1970. Ticker 
Tape symbol PYT. 


November 20, 1970. R. T. Vanderhan, 
Vice-President. 
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